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Principal U.S. Exports 1990 (U.S.$ Millions FOB) Principal U.S. Imports 1990 (U.S.$ Millions FOB) 
Iron Ore 2,487 Petroleum 4,355 

Soybean 1,610 Wheat 295 

Orange Juice 1,468 _ Total Incl. Others 20,363 

Footwear 1,184 

Coffee 1,106 

Total Incl. Others 31,390 


1 Exchange rates affect dollar values. For example, in 1990 Brazil had negative economic growth, but cruzeiro devaluation was less 
than the rate of inflation. Accordingly, the dollar value of GDP rose. 


Forecast of 1991 according to the IPEA. 

Inflation as measured by the national consumer price index (INPC) produced by the FIBGE. 

Cumulative INPC January-September 1991. 

Year-end data for 1991. 

As of March 1991. 

International liquidity concept (broader definition). 

As of August 1991. 

Cruzados/U.S dollars for 1988, cruzados novos/U.S. dollars for 1989, and cruzeiros/U.S. dollars for 1990 and 1991. 
10 Commercial U.S.$ buying rate as of October 31, 1991. 


owen an Rh WwW N 


1] Percent change (last 12 months over previous 12 months). 

12 Percent change (last 12 months ending in April 1991 over last 12 months). 

13 Percent of economically active population (average of 6 major metropolitan regions). 
14 As of August 1991. 





OVERVIEW AND INTRODUCTION 


Brazil has a population of 150 million on a landmass of 48 percent of South America. 


Upon assuming office in March 1990, President Collor immediately announced his intention to 
implement sweeping economic reforms designed to stop inflation and integrate Brazil into the 
developed-world economy. Although Collor’s first two economic programs have significantly reduced 
trade barriers and other distortions, the failure to reduce substantially Brazil’s large fiscal deficit has 
resulted in the resurgence of inflation and a lack of confidence in the government’s economic policy. 


With inflation running at a monthly rate near 25 percent in November 1991, the Government of 
Brazil (GOB) is hoping to implement a tax reform program prior to the end of 1991 which would 
substantially reduce the fiscal deficit, enable Brazil to obtain an IMF program, reschedule its external 
debts owed to commercial banks and Paris Club creditors, and regain private-sector confidence in the 
ability of the government to maintain a stable economic environment. 


Given Brazil’s history and the lack of support for President Collor in the Congress, the domestic and 
external financial markets remain skeptical that the government will be able to achieve these 
objectives and that structural inflation can be reduced from the monthly double-digit range. 


Monetary Policy 


Brazil has made many attempts during the 1980s to tighten monetary policy in an effort to reduce 
inflation. However, these attempts were compromised by the failure of the government to correct 
a large fiscal deficit, forcing the Central Bank to soften its policies. In March 1990, the Collor 
government introduced a stabilization program (Collor I) which included the blocking of about two- 
thirds of all local financial assets for a period of 18 months. This measure initially stopped inflation 
and substantially slowed economic activity. Concerns about negative growth led the government to 
prematurely release a large portion of the blocked assets. By mid-year, the monthly inflation rate was 
around 10 percent and by the end of the year it was in the 20 percent range. 


On January 31, 1991, the Collor government introduced another package of measures designed to 
reduce inflation (Collor II). The package included wage and price controls. It also eliminated the 
generalized "overnight " market, which was complicating monetary policy, through the imposition of 
a graduated tax brought monthly inflation below 10 percent. However, the failure to reduce the 
structural fiscal deficit, intermittent tightening and loosening of monetary policy, the unfreezing of 
prices and wages by the third quarter, and the gradual release of remaining blocked accounts resulted 
in monthly inflation rising above 20 percent by the fourth quarter. 


Budget Policy 


Large fiscal deficits and uneven monetary policy are the underlying factors causing inflation in Brazil. 
During the first Collor plan, the government managed to reduce the operational fiscal deficit from 
nearly 7 percent of GDP in 1989 to a surplus of 1.3 percent of GDP. However, the bulk of the 
improvement was made through a series of one-time measures that did not address the structural 
deficit. Among such measures were the payment of negative real interest rates on the blocked 


NOTE: This report was prepared in December 1991. 
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financial assets and government securities, the payment of low real wages to public-sector employees, 
and a one-time financial assets tax. The operational deficit in 1991 is expected to be on the order 
of 3 percent of GDP and is on a rising trend. The government has presented a series of tax reform 
proposals designed to simplify and increase revenues in an effort to improve its fiscal position. The 
government hopes to have this program passed by the Congress before the end of 1991. 


Structural Policies 


In August 1991 the government began to return the remaining blocked financial assets and in the 
third quarter reduced price controls decreed under the two Collor plans. Although the government 
has spoken of the possibility of selectively reimposing some price controls, prices are now largely 
determined by market demand. 


Tax policies were undergoing a major review at the time of writing. The Collor administration has 
proposed a four-tier personal income tax that would raise the marginal rate to 35 percent and 
eliminate many exemptions. At the same time, other bills in Congress propose a unitary financial- 
transactions income tax and/or a comprehensive value-added tax. 


Foreign Debt 


Brazil’s external debt totalled about $120 billion at the end of 1990. About half of this amount 
represents commercial bank medium- and long-term loans. In July 1989, Brazil stopped servicing 
payments on such debts owed to commercial banks. By the end of 1990, interest arrears owed to 
banks totalled nearly $9 billion. In January 1991, Brazil resumed paying 30 percent of interest 
payments falling due to banks. In April, Brazil and its commercial bank creditors agreed on a 
program that involved payment in cash of 25 percent of the arrears outstanding as of December 1990 
and the issuance of 10-year bonds for the remainder. 


Brazil is currently negotiating with its creditor banks on a Mexican-type package that would 
reschedule medium- and long-term debts and eliminate remaining arrears. Brazil also wants to 
renegotiate its bilateral official debt under a Paris Club accord. Both are contingent on an agreement 
with the International Monetary Fund (IMF) on a stabilization program. A major condition for IMF 
approval is that the government close the fiscal deficit. 


Labor 


The new increase in inflation is again spurring labor pressure for wage increases in September- 
October 1991. Figures covering the first nine months of the year indicate wages in a number of labor 
categories so far have matched or even exceeded the inflation rate. These include metalworkers 
(including car manufacturers) of greater Sao Paulo, bank workers, bakers, petroleum workers, and 
some others. Most workers, including these categories, still report real wage losses compared to 
salary levels during the mid-1980s. 


Unemployment in greater Sao Paulo, as measured by a union entity (DIEESE), reached a high for 
the year of 13.3 percent in May, then began to decline, reaching 11.9 percent in August. The head 
of DIEESE noted that this figure masked a drop in the percentage of workers with permanent jobs. 
According to the IBGE survey of six metropolitan areas, unemployment began to rise again in August 
after a low for the year in July. (IBGE’S methodology produces an unemployment measure, 3.82 
percent in July and 4.03 percent in August, which is not comparable to U.S. statistics. However, the 
trend of the IBGE index appears to correctly reflect the trend of Brazilian unemployment.) A new 





-5- 


wave of layoffs began in October, and unions began to muster pressure, including demonstrations and 
strikes, to delay, reduce, or cancel dismissals. 


Government efforts to privatize state firms have: generated some labor support, notable among 
employees of the big steel firm USIMINAS, who expect to be able to acquire stock in the new 
private corporation. Considerable labor opposition also exists, from socialists opposed to a transfer 
to private ownership, from nationalists opposed to the potential acquisition of firms by foreigners, and 
from ordinary workers concerned over loss of job security and other current benefits. 


Agriculture 


Production: Total Brazilian production declined by 4.1 percent in 1990. Although crop production 
dropped by over 10 percent, the fall was partially softened by the 5.5 percent increase in livestock 
production, mainly poultry. The decline in grain and oilseed production resulted from unfavorable 
weather and reduced availabilities of low-cost rural credit to finance production inputs. In addition 
to the drop in output, agricultural prices were weak during most of 1990 during the harvest season. 
Except for frozen concentrated orange juice exports, which benefitted from the Florida crop freeze, 
prices of most export crops, such as coffee, cocoa, and soybeans, also fell below inflation-adjusted 
production costs in 1990. 


The agricultural sector shows little promise for an improved performance in 1991. Due to delays and 
reduced levels of rural credit, current estimates for the 1991/92 crops show decreases in area planted 
and production. Adverse weather conditions in the southern region affected the wheat and corn 
crops during the summer months. 


Due to the poor rice crop this year, the GOB reduced the import duty for rice from 15 to zero 
percent on October 10. This will remain in effect until January 15, 1992, when the duty is scheduled 
to revert to 15 percent. This import-duty reduction was reportedly made in response to the run-up 
in rice prices which occurred immediately after the GOB de-controlled prices in September, as well 
as to the supply situation. 


Trade: Brazil has immense agricultural resources and is a major competitor in world markets. In 
world trade, Brazil remains first in coffee, orange juice, soybean oil, and soybean meal; second in 
exports of soybeans and tobacco; and third in beef and poultry. It has maintained a positive balance 
of trade with the United States, mainly on the export strength of coffee, orange juice concentrate, 
cocoa and sugar. In 1990 Brazil exported $1.6 billion in agricultural commodities to the United 
States, while importing only $175 million from the United States. Imports from the United States 
should be up substantially in 1991 due to the aforementioned crop failures in corn, wheat, and rice. 
U.S. animal genetics for dairy cows and embryo-transfer technology are highly competitive. Live 
horses continue to be a good export item from the United States to Brazil, as well as vegetable and 
forage seeds for planting. 


The liberalized trade policy announced by the Collor government will rely more on market forces in 
the future. The policy abolishes non-tariff trade barriers, import quotas, import licensing, and entails 
a gradual reduction of import tariffs through 1994. 


High-value products from Brazil’s "Southern Cone" partners (Mercosul -- Argentina, Paraguay, and 
Uruguay) offer strong competition and, in some cases, consumer preference has developed for certain 
imports over the past several years. Of the estimated $40 billion spent annually by Brazilians on food, 
imports of high-value products account for only 1 percent. The United States is at a clear 
disadvantage in this market because of regional pacts ALADI (Latin American Integration 
Association, which is largely an exchange-clearing arrangement) and Mercosul. 
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A relaxation of Brazil’s import-licensing policies and an improvement in its economy could lead to 
major increases in U.S. exports to Brazil of high-value products. Until the liberalized trade 
regulations are fully brought into force, current market restrictions will continue to limit U.S. farm 
exports to Brazil. 


Nevertheless, the greatest opportunities for high-value products from the United States occur during 
the Christmas season for such items as hazelnuts, walnuts, figs, dates, raisins, plums, codfish, and wine. 
A small segment of the population continues to shop for imported food and beverages in specialty 
shops or import food sections of supermarkets. 


Industry 


According to the Brazilian Statistical Institute (IFBGE), industrial production in the first half of 1991 
fell 1.3 percent. FIBGE also reported that the industrial recovery which began in March faltered by 
June, with a 1.2 percent drop in output compared with May. Following are percentage changes in 
output for various sectors during the first half of 1991: 


mineral extraction 2.0 percent 
manufacturing -1.5 percent 
capital goods -12.0 percent 
intermediate goods 0.8 percent 
consumer goods 0.2 percent 
--consumer durables 1.9 percent 
--consumer nondurables -0.2 percent 


Soaring inflation, declining purchasing power, high interest rates, continuing shortages in some sectors 
caused by price disputes, labor disturbances and stoppages, and limited credit slowed industrial 
performance in the first half of 1991. The outlook toward the end of 1991 is for deepening recession, 
accelerating inflation and a squeeze on real income. 


The Sao Paulo State Industrial Federation (FIESP) index of industrial activity for the first half of 


1991 dropped 0.8 percent. Nonetheless, industrial employment in Greater Sao Paulo increased by 
11,141 jobs in the first half of 1991, a 0.64 percent gain. 


Motor Vehicles 


Brazil is now the 11" largest auto manufacturing country -- but was 9"" largest when production 
peaked in 1979 at 1.2 million vehicles. Brazil is also a major supplier of auto parts and components. 


Together, these two sectors account for more than 10 percent of industrial production and 15 percent 
of overall exports. 


In the first nine months of 1991, vehicle production (autos, busses and trucks) totalled 693,460 units, 
up 7.8 percent from the same period of 1990. Domestic sales were up 15.0 percent to 566,119 units. 
The auto manufacturers association (ANFAVEA) attributes improved domestic sales to a GOB 


decision to reduce the excise tax (IPI) by 10 percent, as well as improved output following the end 
of price controls. 


Export sales by volume (134,164) and value ($1.5 billion) declined 5.12 percent and 17.8 percent, 
respectively. A parts shortage also affected exports, although auto manufacturers attributed the 
decline mostly to an estimated 25-30 percent overvaluation of the cruzeiro versus the dollar (resolved 
partly by the cruzeiro devaluation in October). 
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Auto parts production in the first half of 1991 was unchanged from the same period of 1990, at an 
estimated $4.9 billion. Exports for the year as a whole are projected at $2.0 billion. Manufacturers 
in the sector are expected to invest an estimated $1 billion in 1991. 


ANFAVEA expects the 1991 vehicle output to increase by approximately 2.5 percent from the 
previous year to 924,000 units. ANFAVEA also predicts that, in 1991, only 180,000 units will be 
exported. If this is confirmed, 1991 exports will be the lowest in the past seven years. 


Capital Goods 


According to the Brazilian Association of Basic Industries (ABDIB) and the Brazilian Machine 
Manufacturers Association (ABIMAQ), the capital goods sector in the first half of 1991 faced its 
worst crisis since 1970. A representative for both associations said that idle capacity is averaging 48.7 
percent. He said that economic uncertainties have led the private sector to halt new investment. 
Worse still has been the GOB’s decision to cut capital investment by state companies by 
approximately 43 percent from 1990 levels. ABDIB said that not even the excise tax exemption on 
production of machines and equipment has stimulated sales. The industry’s over dependence on 
investments by government-owned companies has been a serious problem. In 1990, the GOB 
invested only $8 billion, one of the lowest figures since 1970. 


Unconfirmed reports indicate that, to face this critical situation, six large capital goods manufacturing 
companies have decided to merge into a single new company so large that it requires government 
approval under anti-cartel legislation. The companies involved are: Industrias Villares S.A., Confab 
Industrias S.A., Zanini S.A. Equipamentos Pesados, Dedini S.A., Jaragua S.A. Industrias Mecanicas 
(operating under Brazil’s version of Chapter 11 bankruptcy) and a sixth whose name was not 
revealed. According to the report, the new company, with initial capital of approximately $300 
million, will have its equity split equally among the six companies. The purpose of the merger is to 
reduce competition in the shrinking domestic market. 


Beginning in June 1991, equipment and machinery in general are exempt from the industrial products 
tax (IPI) under law 8191. This measure should provide a great boost to industry as IPI levels were 
high. The law establishes a system for receiving credit for IPI paid on raw materials and intermediary 
products used in the making of the exempt goods. The law also includes provisions for accelerated 
depreciation for income tax purposes of new machines and equipment used in industrial production 
installed before December 31, 1992. The exemption remains in force until March 31, 1993. 


Textiles 


Preliminary figures show that overall textile production fell 4.5 percent in the first half of 1991, to 
502,000 metric tons (MT). The industry is reportedly operating at about 80 percent of capacity. 
Consumption of all fibers remained at about the same level as during the first half of 1990. Textile 
and apparel exports were estimated at $665 million, up 8 percent from the first half of 1990. for 
1991, total export receipts are likely to grow 18 percent to $1.3 billion. 


The most important change affecting the textile sector in 1990-1991 was the end of the previous 
prohibition of imports of textile fabrics. The new trade liberalization policy increased imports of 
textile fabrics by 100 percent. The GOB also announced early in 1991 that import duties on cotton, 
silk, wool, and synthetic fabrics will be reduced from 40 percent in 1991 to 30 percent in 1992, 20 
percent in 1993, and 15 percent in 1994. 
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Sector sources report that the industry’s major problem is inadequate capital. Since 1981, little money 


has been injected into plant capacity expansion and modernization, except by some large exporting 
companies. 


Footwear 


Brazil’s leather-footwear industry suffered from difficult economic conditions in 1990 and the early 
months of 1991. The value of exports for 1990 amounted to $1.1 billion -- down from $1.3 billion 
in 1989. The domestic market was likewise depressed; 1990 sales in Brazil were $5 billion, compared 
with $5.3 billion in 1989. During 1990, a number of shoe producers filed for the local version of 
Chapter 11, and many continued the trend of relocating their factories to small towns where labor 
is cheaper and more readily available. So far, 1991 has been somewhat better for those companies 
that produce for the export market. A more realistic exchange rate and easier access to foreign 
inputs have been important factors in an optimistic outlook, which predicts export production for 
1991 of 140 million pairs, with a value of $1.3 billion. Growing Asian competition continues to worry 
Brazilian shoe exporters; other concerns are growing production and social-benefits costs. However, 
the footwear sector is reasonably healthy and confident that it can compete in international markets. 
Footwear is important in Brazil’s trade balance; the fourth leading processed export, it accounts for 
3.7 percent of the value of the country’s exports. 


Pulp and Paper 


The industry has done extremely well in the past several years and is probably the most competitive 
of all Brazilian industries. In the first half of 1991, pulp and paper production rose 8.9 percent and 
2.7 percent, respectively, to 2.1 million and 2.4 million tons over the same period of 1990. According 
to the Brazilian Pulp and Paper Manufacturing Association (ANPEC), output should post an increase 
of 4.5 percent in 1991. Domestic sales of pulp were up 4.2 percent while those of paper rose 3.4 
percent. In the period under review, exports of pulp grew 26.8 percent totalling 640,000 tons and 
those of paper increased 17.4 percent to 560,000 tons. While the majority of companies in the sector 
are Brazilian, U.S. multinationals include Champion, Scott, Pipasa, and Manville. 


The Brazilian Government temporarily eliminated import duties on a number of specialized paper 
products during 1991, in reaction to high prices and shortages in the domestic market. Several U.S. 
multinationals took advantage of the brief opportunity to export products from the United States to 
Brazil. However, given Brazil’s overall competitive advantage in the sector, due to favorable growing 
conditions and ambitious expansion plans, imports are unlikely to increase. 


Between 1990 and the year 2000, the pulp sector plans to invest $7.4 billion to increase output from 
2.4 million to 5.7 million tons. The paper sector also plans to invest $5 billion in new projects and 
capacity expansion. ANFPC estimates Brazil’s paper consumption will grow an average 5 percent a 


year beginning 1992. However, given the current economic climate, some companies are delaying 
planned investments. 


Civil Construction 


The civil construction industry is suffering from high interest rates and rapidly rising costs. A survey 
by the Sao Paulo Construction and Real Estate Industry Association (SECOVI) shows that an 
anticipated upswing in new housing starts has thus far failed to materialize, except for luxury 
apartment units, supermarkets, and office buildings. The sector has also been hit hard by a cutback 
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in government capital investment in major public works, and by a financial crunch in the federal 
housing system (SFH). 


Idle capacity in the sector remains at about 40 percent, especially significant because the industry 
historically generates the greatest number of unskilled and semiskilled jobs. The main obstacles to 
growth are high interest rates and the precarious state of the SFH. 


Chemicals 


The industry performed well during the first half of 1991 due to exports. According to the Brazilian 
Chemical Industry Association (ABIQUIM), output rose 6 percent in the first half of 1991 compared 
with the same period of the previous year. Domestic consumption increased 3 percent and exports 
climbed 9.5 percent in value. Sales of $14 billion are predicted for 1991, up 0.3 percent from 1990. 
According to ABIQUIM, the current economic climate has not had a serious impact on the industry, 
and firms continue to operate at between 90 and 100 percent of capacity. 


Investment in projects under way totals $1.7 billion, including $868 million in loans from the National 
Development Bank (BNDES). In the first half of 1991, the chemical industry received $187 million 


in BNDES financing; BNDES expects to disburse $400 million by December 1991, up 10.5 percent 
compared with 1990. 


Informatics 


According to a survey conducted among 483 companies by the Computer and Automation 
Department of the Science and Technology Secretariat, the informatics (computer) industry 
substantially reduced new investments in 1990 due to Brazil’s economic difficulties. Multinational 
companies in the sector invested $451.3 million, down 70 percent compared with 1989, while 
Brazilian-owned companies invested $139 million, a drop of 62 percent. 


The most important development in the industry in 1991 was President Collor’s signing on October 
23 of a new national informatics law, which will terminate the market reserve on October 29, 1992. 
Brazilian firms in the industry have begun to search for foreign joint-venture partners, or for other 
sources of foreign-manufactured components, in order to be competitive with imports. 


Several joint ventures have already been announced: NCR with Monydata, Digital with Microtec, 
and IBM with SID Informatica. Other firms, such as Apple Computer, plan to export to Brazil and 
have not announced production plans here. The domestic industry faces a difficult period of 
adjustment, and many smaller firms presently in the industry are not expected to survive. 


Banking 


The banking sector faced serious difficulties during the first half of 1991 as a result of the Collor I 
plan and the general recessionary environment. The plan eliminated the overnight market in financial 
instruments, which had been highly profitable for the banks. That and changes in accounting 
regulations caused losses in 117 out of the 238 banks in Brazil during the first four months of 1991. 


Hardest hit by the Collor II plan were commercial banks, whose profitability (profit compared to 
assets) fell from 13.5 percent during the first half of 1990 to 2.4 percent for the same period in 1991. 
Investment banks fared better, with profitability falling from 16.5 to 12.8 percent, reflecting less 
dependence on the overnight market. Profits of the banks active in both commercial and investment 
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banking (the largest segment in the industry) fell to 6.2 percent during the first half of 1991, versus 
9.3 percent during the same period of 1990. 


The second half of 1991 will continue to be difficult; analysts expect banks to remain cautious lenders, 
and to rely heavily on fee income. Over the longer term, some analysts expect to see mergers within 
the sector, and closures of unprofitable branches. 


Insurance 


Premium income of insurance companies in the first half of 1991 fell 17.7 percent in real terms from 
the same period of 1990, to the equivalent of $2.4 billion. Fire insurance premiums posted the 
steepest decline, followed by car insurance. The National Federation of Insurance Companies says 


the decline in revenue was due to a combination of economic recession and the government imposed 
premium freeze. 


Telecommunications 


TELESP, the Sao Paulo State Telephone Network, expects to receive $220 million over the next 
three years from Brazil’s International Telecommunications Authority (EMBRATEL) to expand the 
state’s intercity telephone system. The state accounts for more than half of all telephone usage in 
Brazil. Because of a lack of investment in expanding telecommunication capacity, 950,000 persons 
in the city of Sao Paulo alone are waiting for telephone service. Other cities report similar problems. 


The government is preparing to open segments of the telecommunications market to foreign firms. 
This move was confirmed in September, when the Federal Supreme Court ruled that participation 
by foreign firms in the mobile telephone market does not violate the Brazilian Constitution; a number 
of U.S. firms have already expressed interest in setting up mobile telephone systems in Sao Paulo and 
other cities. The government has indicated its desire to open other sectors of the telecommunications 
market to foreign capital, including a proposed elimination of constitutional restrictions. 


Infrastructure 


The Sao Paulo government wants to attract private investment into state or public-service projects 
in order to reduce government participation in these fields. Companhia Paulista de Desenvolvimento 
(Paulista Development Company) has been created for this purpose. The private sector will be the 
majority shareholder, and the company will encourage private investments in public infrastructure 
works, such as the construction and maintenance of railroads, highways, hydroelectric plants and 
sanitation systems. The founding members of the company are the Itamarati Group, Camargo Correa 
Construgées Pesadas, Votorantim, Confab, Villares, and Andrade Gutierrez, among others. 


Tourism 


The decline in Brazil’s tourism receipts, which began in 1986, continued in 1991. Brazil received just 
over 1 million foreign tourists during 1990--down from nearly 2 million annually in the mid-1980s. 
The decline in tourism is in part due to Brazil’s deteriorating image abroad. In spite of its reputation 
for violence, Rio de Janeiro is still the principal destination for one-half of the foreign visitors to 
Brazil. Other principal destinations are Sao Paulo, Iguacu Falls, and coastal areas in the south and 
northeast. Over one-third of Brazil’s foreign tourists in 1990 were from neighboring Argentina and 
Uruguay. Only 12 percent, about 120,000 visitors, were from the United States. 
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The average foreign tourist stayed in Brazil 14 days and spent about $180 per day, according to 
Embratur, the Brazilian tourism authority. Nevertheless, foreign tourism accounts for only about 1 
percent of Brazil’s GDP, nearly 2 percent of direct and indirect tax receipts, but more than 3 percent 
of Brazil’s foreign currency receipts (or $1.44 billion). About 2 percent of the labor force (or 1.5 
million Brazilians) work in the tourism sector. Brazil’s share of the total volume of world tourism is 
about one-half of 1 percent. 


Energy 


Petroleum: Under the Brazilian Constitution, Petrobras, the national oil company is granted exclusive 
rights for research, exploration, production, refining, importing and transporting crude oil and oil 
products within the country. Petrobras’ monopoly rights may be reduced as part of a constitutional 
review in 1992 or 1993. In terms of both consolidated revenue and consolidated assets, the company, 
81 percent of whose voting capital is controlled by the federal government, is the largest in Brazil. 
As of June 30, 1991, the company had 55,280 employees, 7.9 percent fewer than at the end of 1989 
as a result of an effort by the Collor administration to reduce employment of parastatal companies. 
Petrobras has collective bargaining agreements with 19 trade unions which come up for renewal each 
September. Last February, employees in the refining, transportation, and production areas went on 
strike for increased benefits. The strike resulted in almost complete work stoppages at 3 of 11 
refineries before the Supreme Court declared the strike illegal. In September, all 19 unions again 


went on a comprehensive strike. These work stoppages will result in lower-than-expected production 
and increased imports for the year. 


Despite its labor problems, Petrobras’ oil production has increased more than 10 percent since 1986, 
mainly due to the discovery and development of fields offshore of Rio de Janeiro in depths of 100 
to 1000 meters. During the first six months of 1991, Petrobras had daily oil and liquified natural gas 
production of 666,870 barrels per day (B/D) and daily average natural gas production of 115,409 B/D 
oil equivalent. It imported about 433,000 B/D of crude oil and 106,000 B/D of oil products in the 
same period. Brazil’s proven recoverable reserves of oil and natural gas at mid-year were 306 billion 
barrels, an increase of 140 million barrels since December 1990. Although Petrobras set a production 
record of 700,000 B/D in May, by August output had fallen to 656,000 B/D due to scheduled 
maintenance and other technical factors. The 11-day strike in September caused crude oil output for 
the month to decline to only 453,000 B/D, 3.1 percent below September 1990. Production of natural 
gas also fell to 13.7 million cubic meters, 23 percent below the September 1990 level. As a result of 


these problems, production for the year may not rise significantly above last year’s average of 653,000 
B/D. 


Natural gas: Gas currently accounts for only a minuscule share of energy consumption. The 
government anticipates that usage will rise to 6 percent of total energy consumption within 20 years. 
Natural gas is mainly produced from off shore wells and, in the absence of an adequate pipeline and 
household distribution network, much of the gas is reinjected or flared. Some efforts are being made 
to convert buses and taxis to the fuel. 


Alternative energy: For nearly 20 years, Brazil has conducted the world’s largest alternative energy 
program. Through a series of subsidies to sugar and alcohol producers and incentives to vehicle 
owners, fuel alcohol now powers about 4 million vehicles. Beginning in 1989, however, shortages of 
sugar cane as a result of lower subsidies, lower producer prices, and high world market prices for 
sugar resulted in much less demand for alcohol-powered cars. Although about 80 percent of cars 


produced in 1988 were powered by alcohol, currently only about 15 percent of new cars are fueled 
by alcohol. 
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Fuel alcohol remains relatively expensive to produce--about $35-45 per barrel equivalent. Using 
environmental arguments, alcohol producers lobby for increased producer prices since other 
production incentives have largely been eliminated. The price of alcohol to consumers is subsidized 
by part of the sale price of gasoline. While the government is under economic pressures to de- 
emphasize the alcohol program, nearly one-third of the Brazilian automobile fleet continues to 
depend upon it. 


Minerals 


Iron ore: Brazil’s most important mineral export, iron ore, is expected to remain at about 155 million 
metric tons (MMT) during 1991. Production of primary tin metal, of which Brazil has been the 
largest exporter, is expected to decline from nearly 40,0000 MT to about 32,000 MT due to lower 
international prices and other factors. Gold production by mining companies may increase to 35 MT 
this year from 30 MT last year, but production of both gold and tin by prospectors is expected to 
decline sharply because of the exhaustion of easily exploitable deposits and stricter government 
control of prospector areas. In part because of constitutional restrictions on foreign involvement in 
mining, new mining investments have fallen to one-third their 1987 levels. Constitutional 
amendments to remove these barriers have been proposed but it is difficult to predict their chance 
of passage. 


Steel: Crude steel production during the first nine months of 1991 was 16.8 MMT, 11.4 percent 
above the similar period of last year. The Brazilian Steel Institute predicts that production for the 
year will be about 22.9 MMT, 11.2 percent above that of 1990. Exports are also expected to rise by 
17 percent to 10.5 MMT. Export earnings during the first eight months of 1991 were $7.23 billion. 


The government has begun to privatize state-owned steel mills, despite opposition from labor unions 
and some political parties. After overcoming court challenges, in October the first large plant, the 
USIMINAS Steel Mill, was sold at an auction for $1.17 billion to investors, 95 percent of whom were 
Brazilian. While the other large state-owned mills have greater financial and technical problems 
which make their privatization more difficult, the government intends to continue toward their 
privatization. 


Aluminum: Although international prices have been lower than expected, the aluminum industry 
continues to expand. The Alto Brasil Mineracao (ARM), a joint venture between Alcoa (60 percent) 
and Billiton Metals (40 percent), plans to begin mining bauxite reserves by early 1993 in the 
Oriximina Region of Para state. The project will exploit an extension of the Trombetas Ore Body 
and will require an investment of $225 million to develop. The bauxite would be intended to supply 
the Alumar Alumina plant at Sao Luis, Maranhao. During the first phase, mine production will be 
2.3 MMT per year but it could reach 4.5 MMT within three to five years if market conditions 
warrant. Bauxite reserves in the region are estimated at 228 MMT of metallurgical grade bauxite. 


The Brazilian Aluminum Association forecasts that Brazil will produce 1,135,000 MT of primary 
aluminum this year, a 22 percent increase from the 1990 level of 930,000 MT. During the first nine 
months of the year production was 744,448 MT, somewhat below anticipated levels due to an accident 
early in the year at the newly expanded Albras plant. Exports of aluminum ingots are expected to 
reach 870,000 MT, compared with 640,000 MT exported last year. The domestic market is expected 
to consume 350,000 MT, 10 percent above its depressed levels of 1990. 


The industry, which has expanded in recent years with an expectation of plentiful and relatively 
inexpensive energy, is particularly concerned about the price and supply of electricity. With the 
completion of the Xingo Hydroelectric project in the northeast by 1994, the supply electricity is 
expected to be sufficient for the next decade. However, in order to assure investment in future 
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power projects, the government has agreed to increase average real electricity prices by 40 percent 
over an 18-month period under a commitment to the World Bank. It also is attempting to develop 
new institutional models to permit private companies to develop their own small electricity sources. 
These could include permitting private companies to construct or renovate small hydroelectric plants 
and sell excess output to consumers. Some aluminum companies have expressed interest in these 
proposals, which have yet to be fully developed. 


Import Policy 


In 1990, U.S. exports to Brazil grew by 10.6 percent, reaching $5.1 billion, while Brazilian exports to 
the United States fell by 9.6 percent to $9.01 billion. Given the changes expected in Brazil’s 
economic and trade policies, it can be expected that U.S. exports of capital goods and other 
productive inputs are expected to grow significantly to approximately $5.5 billion. 


IMPLICATIONS FOR THE UNITED STATES 


Potential investors need to become familiar with those provisions of the 1988 Constitution which 
affect investment in selected industries such as mining, petroleum production and refining, public 
utilities, media, real estate, shipping, and various "strategic industries." As noted earlier, several 
constitutional amendments have been proposed, which would, if passed, remove restrictions on 
foreign investment in at least some of those areas. 


The government has begun reducing import restrictions on informatics and telecommunications, and 


eliminating some of the bureaucratic impediments to technology transfers. Details of these changes 
can be found in the latest U.S. Department of Commerce (USDOC) publication "Marketing in 
Brazil," (OBR 98-08) available from any USDOC district office or from the Superintendent of 
Documents, U.S. Government Printing Office, Washington, DC 20230 (202-783-3238). In addition, 
the "Big Six" accounting firms have offices in Brazil and are highly informed on procedures for doing 
business in the country. They are an excellent source of up-to-the-minute information. 


While the changes that are taking place in Brazil will create new opportunities in coming years, 
foreign investors should bear in mind that current high rates of inflation and exchange-rate volatility 
present serious risks to the uninitiated. Positive real economic growth is expected to resume only 
sometime in 1993. However, those investors with a long-term strategy will find the country’s large 
domestic market and diversified industrial and services sectors reason to establish or maintain a 
significant presence in Brazil. In 1990 foreign investment was $36.4 billion, of which the United 
States holds $15.4 billion (42 percent), Germany $5.4 billion, and Japan $3.4 billion. 


Recently passed tax legislation eliminates supplemental taxes on remittances of dividends and lowers 
the base tax from 25 percent to 15 percent. Other regulations on portfolio and other foreign 
investment (including American depository receipts -- ADR -- which permit indirect share investment) 
have been liberalized in recent months. 
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